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SUB J : COFIDE EXPLORING U.S. INTEREST IN FINANCING 
OIL PIPELINE 

t, AS DEPARTMENT AND OTHER INTERESTED WASHINGTON AGEN- 
CIES ARE AWARE, PERU IS PRESENTLY NEGOTIATING WITH JAPAN 
THE CONSTRUCTION OF $339.6 MILLION PIPELINE TO TRANSPORT 
CRUDE FROM JUNGLE REGION TO PORT OF BAYOVAR ON PACIFIC 
COAST. FEASIBILITY STUDIES WERE CONDUCTED BY BECHTEL 
INC., AND CHANCES ARE GOOD THAT, WHEN CONSTRUCTION BEGINS, 

U.S. FIRM WILL BE PRIME CONTRACTOR. (FOR FURTHER DETAILS 
CONCERNING PROJECT, SEE ITEM VI-15 IN IBRD LIST OF PROJECTS 
PREPARED FOR RECENT PARIS CG MEETING.) 

2. NEGOTIATIONS BETWEEN PETROPERU AND JAPANESE PETRO- 
LEUM DEVELOPMENT CORPORATION ARE WELL ADVANCED AND FORMER 
HAS SIGNED LETTER OF INTENT. HOWEVER, EMBASSY HAS 
NOW BEEN APPROACHED ON CONFIDENTIAL BASIS BY COFIDE 
(PERUVIAN STATE DEVELOPMENT CORPORATION WHICH WILL 
ACTUALLY BE FINANCING THE PROJECT), WHICH HAS INFORMED 
US THAT GOP IS DISSATISFIED WITH PRESENT JAPANESE OFFER. 

COFIDE HAS THEREFORE BEEN INSTRUCTED BY MINISTER OF 
ECONOMY AND FINANCE AND MINISTER OF ENERGY AND MINES 
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TO EXPLORE ALTERNATIVE MEANS OF FINANCING, SPECIFICALLY 
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VIA EXIM BANK. 

3. JAPANESE TERMS ARE GENERALLY FOR REPAYMENT IN CRUDE 

AT 7PERCENT INTEREST. PRICE OF CRUDE WOULD BE BASED 50 PERCENT ON 
WEST COAST PERU PRICE AND 50 PERCENT ON JAPANESE DOMESTIC 
MARKET PRICE, WHICH SOMEWHAT LOWER. COFIDE WANTS PRICE TO BE 
BASED 100 PERCENT ON WEST COAST PERU AND ALSO DESIRES IMPROVED 
FINANCIAL TERMS, AND WOULD IN GENERAL VISUALIZE SUCH 
TERMS AS BASIS OF ANY AGREEMENT IT MIGHT REACH WITH OTHER 
POTENTIAL LENDERS. COFIDE HAS CONSIDERED BANK FINANCING 
BUT POINTS OUT THAT BEST INTERNATIONAL BANK RATE WOULD 
PROBABLY BE 1 TO 1 1/2 PERCENT ABOVE LIBO WHICH NOW ABOUT 10 
PERCENT. COFIDE WOULD ALSO CONSIDER U.S. PETROLEUM COMPANIES 
AS SOURCE, BUT IS CONCERNED THAT THEIR INVOLVEMENT COULD RE- 
SULT IN DELAY OF PROJECT. COFIDE AND PETROPERU WISH CON- 
STRUCTION TO BEGIN AS SOON AS POSSIBLE, AIMING AT 1976 
COMPLETION DATE. COFIDE POINTS OUT THAT RISK TO 
LENDER WOULD NOT BE GREAT SINCE, EVEN IF JUNGLE PETRO- 
LEUM RESERVES PROVE INADEQUATE, LOAN WOULD BE REPAID 
IN DOLLARS (OR, IN CASE OF JAPANESE, IN YEN). 

4. COFIDE WISHES TO BE INFORMED ASAP-PREFERABLY WITHIN 
24 HOURS-OF DEGREE OF RECEPTIVITY ON PART OF USG TO 
APPROACH BY GOP WITH RESPECT TO POSSIBLE FINANCING THIS 
LOAN. IF RESPONSE REASONABLY POSITIVE, COFIDE PREPARED 
SEND TEAM TO WASHINGTON PROMPTLY FOR FURTHER DISCUSSIONS. 
EMBASSY REPRESENTATIVES TOLD COFIDE OFFICIALS THEY DOUBTED 
WASHINGTON COULD REACT WITHIN TIME DESIRED BY COFIDE, 
PARTICULARLY IN VIEW SIZE AND COMPLEXITY OF PROJECT. BUT 
THAT EMBASSY WOULD INFORM DEPARTMENT OF COFIDE'S INTEREST 
AND URGE PROMPT AND POSITIVE RESPONSE. 

5. COMMENT: EMBASSY HAD PREVIOUSLY BEEN AWARE OF RUMORS 
THAT GOP WAS NOT ENTIRELY HAPPY WITH TOUGH JAPANESE BAR 
GAINING POSITION AND WOULD FEEL MORE COMFORTABLE WITH 
ARRANGEMENT WITH U.S. PETROPERU IS LESS DISENCHANTED WITH 
JAPANESE OFFER THAN COFIDE; IN FACT COFIDE OFFICIAL COM- 
MENTED THAT IT WAS PLAYING TRADITIONAL ROLE OF COMPANY 
TREASURER IN RESTRAINING AN OVERLY ENTHUSIASTIC OPERATING 
DIVISION. NEVERTHELESS, COFIDE HAS APPARENTLY BEEN ABLE 
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TO OBTAIN APPROVAL TO GO SHOPPING FOR A BETTER DEAL. 

IT ALSO POSSIBLE, IN VIEW LAST MINUTE NATURE OF 
REQUEST, THAT COFIDE MAY MERELY BE SEARCHING FOR MEANS TO 
PUT PRESSURE ON JAPANESE. ADDITIONALLY, COFIDE OFFICIAL 
COMMENTED THAT CLIMATE FOR U.S. ASSISTANCE MIGHT NOW BE 
IMPROVED, AND IT SEEMS EVIDENT THAT APPROACH IS ALSO 
FISHING EXPEDITION PROMPTED BY RECENT CONGRESSIONAL CRI- 
TICISM OF U.S. RETALIATORY LEGISLATION. 
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6. WHILE EMBASSY WELL AWARE OF DIFFICULTIES, INCLUDING 
CONSTRAINTS IMPOSED ON EXIM BANK FINANCING AND COMPLEXI- 
TIES OF PUTTING TOGETHER APPROPRIATE PACKAGE IN BRIEF 
TIME AVAILABLE, EMBASSY TOLD COFIDE IT WOULD EXPLORE POS- 
SIBILITIES. WE BELIEVE PROJECT PRESENTS EXCELLENT COMMER- 
CIAL OPPORTUNITY AND WOULD SERVE LONG RANGE U.S. ECONOMIC 
INTERESTS. OBVIOUS BENEFITS INCLUDE (1) SUBSTANTIAL 
EXPORT SALES, PERHAPS APPROACHING $80 MILLION, WHICH WOULD 
HELP U.S. BALANCE OF PAYMENTS; (2) ASSURED SOURCE OF LOW 
SULFER CRUDE WHICH WILL OTHERWISE GO TO JAPAN, DESPITE 
FACT THAT U.S. COMPANIES WILL BE PRIMARILY RESPONSIBLE 
FOR DRILLING WELLS AND BUILDING PIPELINE; AND (3) STRENGTHEN- 
ING OF POSITION OF U.S. COMPANIES IN PERUVIAN PETROLEUM 
CONTEXT. EMBASSY THEREFORE HOPES THAT USG MIGHT BE IN 
POSITION TO REVERSE EXIM BANK LENDING POLICY TOWARD 
PERU. PARTICULARLY INSOFAR AS EXPORT COMPONENT OF 
PROJECT IS CONCERNED. PIPELINE ALSO APPEARS TO PRESENT 
OPPORTUNITY FOR MAJOR PROJECTS DIVISION OF DEPARTMENT 
OF COMMERCE TO FORM CONSORTIUM. PERHAPS INVOLVING POTEN- 
TIAL SUPPLIERS, CONTRACTORS, AND U.S. OIL COMPANIES 
ACTIVE IN EXPLORATION IN PERU. EMBASSY THEREFORE HOPES 
THAT INTERESTED WASHINGTON AGENCIES WILL BE IN A POSITION 
TO PROVIDE A PROMPT INDICATION OF GENERAL INTEREST WHICH 
WILL PERMIT FURTHER. MORE DETAILED DISCUSSIONS TO TAKE 
PLACE. 

BELCHER 
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